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"For the duration, the Bell System, come what may, can he 
counted on to do its full part in the war and hy so doing it will he 
keeping faith with those in the fighting forces and on the fighting 
fronts, who, after all, have the toughest joh to do.” 


\CoMcx *=> 












American Telephone 

and Telegraph Company 

195 Broadway, New York 

DIRECTORS 

Charles Francis Adams 

G. Peabody Gardner 

Winthrop W. Aldrich 

Walter S. Gifford 

James F. Bell 

Arthur W. Page 

Isaiah Bowman 

Thomas I. Parkinson 

Lewis H. Brown 

Elihu Root, Jr. 

Charles P. Cooper 

Tom K. Smith 

David A. Crawford 

Myron C. Taylor 

John W. Davis 

Samuel A. Welldon 

W. Cameron Forbes 

S. Clay Williams 

OFFICERS 

President 

Walter S. Gifford 

Vice Presidents 

Frank B. Jewett 

Cleo F. Craig 

Charles P. Cooper 

Frank P. Lawrence 

Arthur W. Pace 

Mark R. Sullivan 

Keith S. McHuch 

Carroll O. Bickelhaupt* 

William H. Harrison* 

John H. Ray 

Secretary 

Robert H. Strahan 

Treasurer 

Comptroller 

James F. Behan 

Charles A. Heiss 

* On military leave. 








FIFTY-EIGHTH ANNUAL REPORT 


The Board of Directors of the American Telephone and Telegraph 
Company presents herewith the management's accounting of its stew¬ 
ardship for the year 1942 for the information of stockholders, em¬ 
ployees, telephone users, and the entire American people who have en¬ 
trusted to private enterprise the responsibility for carrying on this es¬ 
sential national service. 


U nprecedented demands were made upon the personnel and facili¬ 
ties of the American Telephone and Telegraph Company and its 
Associated Companies in the Bell System during 1942—the first full 
year of the war. These demands found the System ready and the 
achievements of this difficult year may be considered a good measure 
of the ability of the System, subject only to limitations of material and 
manpower, to meet additional demands which may be placed upon it 
in the future. 

No year has witnessed such over-all activity in our nation as that 
which prevailed during the year just passed. The great pressure of 
the war for increased production in the factories, on the farms and in 
all the essential services; the heavy movement of troops, of crops, of 
workers and of materials; the activities of our armed forces; the endless 
and varied needs of the Government; all have produced vast and con¬ 
tinuously increasing demands for telephone service. 

Three-quarters of a billion more telephone conversations were han¬ 
dled in 1942 than in any previous year. The increase in the number 
of long distance calls was especially great. Many large communica¬ 
tions projects for the armed forces and for government munitions plants 
were undertaken on a rush basis. Several of these were of record size, 
one requiring over 1,000 men full time for six months and an expendi¬ 
ture of over $6,000,000. Some had to be built in areas where there 
was no telephone service. All were urgent. There was no important 
delay in completing any of them. Hundreds of similar large installa- 
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tions were made on a rush basis for privately owned or operated war 
plants and for other war activities. 

At the end of the year, there were 24,850,000 telephones in the 
country, of which 20,013,000 were Bell System telephones. The 
close co-operation and day-to-day team work between the Bell System, 
the 6,300 independently owned telephone companies and the more 
than 60,000 rural or farmer lines and systems make telephone service 
truly nation-wide in scope. Never before has the value of nation-wide 
telephone service been demonstrated more clearly than under the 
strenuous conditions of the past year. 

There are now 39,500 Bell System employees in the armed services. 
Among these are nearly 4,000 men, including supervisors, engineers 
and administrative officials, who volunteered at the request of the 
Signal Corps for service in the communications branch of the Army. 

Air raid warning services depend largely on telephone communica¬ 
tions for their operation and effectiveness. Systems for this purpose 
have been designed by Bell System engineers in co-operation with the 
Army and the Office of Civilian Defense, and hundreds of such special 
installations have been made. 

The System’s manufacturing company—the Western Electric Com¬ 
pany, Incorporated—has greatly increased its operations. It has con¬ 
verted more than 80 per cent of its production to the manufacture 
of special communication and other equipment for the military ser¬ 
vices and at the same time has supplied communication equipment 
necessary to meet the essential service demands made upon the Bell 
System telephone companies. 

The System’s laboratories—the Bell Telephone Laboratories, Incor¬ 
porated—were called upon early by the Government to undertake a 
wide range of special research and development necessary for the 
successful prosecution of the war. They have been expanded and at 
the close of the year substantially the entire efforts of their 6,000 em¬ 
ployees were devoted to war activities. 

The year’s many activities, resulting largely from the war, meant 
installing or moving 5I4 million telephones; handling a record number 
of telephone conversations—averaging 87 million a day; building 345 
million dollars’ worth of new telephone plant, much of it on rush order 
and frequently with what would normally be considered inadequate 
notice and time to engineer, manufacture and install the equipment. 
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In spite of a record volume of business, Bell System net earnings 
before interest charges, because of the large increase in Federal taxes, 
decreased from $248,469,000 in 1941 to $222,141,000 in 1942, or 
from 6.3 per cent to 5.4 per cent on average capital obligations, includ¬ 
ing surplus. 

Telephones and Conversations 

The net increase in the number of Bell System telephones in service 
was 1,171,800, bringing the total at the end of the year to just over 
20,000,000. This increase, which compares with an increase of 
1 ,357,°°° telephones in 1941, would have been even greater if facil¬ 
ities had been available to meet all demands. 

In the early part of 1942, the first general order restricting the 
installation of telephone service was issued by the War Production 
Board and later in the year additional restrictions were made. Generally, 
telephone service cannot now be installed except for persons associated 
with the war effort or public health and safety, unless the location is in 
an area in which facilities are available without further construction. 
Residence extension telephones cannot be installed for anyone without 
the approval of the Government. The War Production Board’s orders 
restrict the provision of telephone plant and equipment in other im¬ 
portant ways. 

As a result of these limitations, about 200,000 applications for main 
telephones and about 225,000 applications for other items, such as 
residence extensions, private branch exchange switchboards, additional 
lines and changes in grade of service, such as from party line to in¬ 
dividual line, had to be denied during the year. This backed-up de¬ 
mand is likely to increase as time goes on but, as the limitations are 
clearly necessary to conserve strategic materials in the war interest, con¬ 
tinued understanding and co-operation on the part of the public may 
be expected. 

In the interest of conservation of materials, the War Production 
Board, on October 17, issued an order which prohibited the manufac¬ 
ture of telephone sets after the middle of November, 1942, except 
special telephones designed for use in combat or for combat equipment. 
Every effort is being made to restore to service all usable telephones of 
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superseded types in order that the existing stock will last as long as 
possible. 

All during the year, the System continued its active campaign, begun 
over three years ago, to conserve strategic materials and to use substi¬ 
tutes wherever possible. The savings in strategic materials from this 
effort have been large, in addition to those effected as a result of limi¬ 
tation orders of the War Production Board. 

On November i, the Board of War Communications established 
a system of priorities to insure that vital toll and long distance calls, as 
defined in the order, get through promptly. The order does not deny 
to anyone the use of toll or long distance service, but it does give pri¬ 
ority calls precedence so that toll and long distance calls essential to the 
national safety can be put through at once, even though the lines are 
overcrowded by the large surges of traffic that inevitably occur during 
emergencies or catastrophies. On February i, 1943, a similar system 
of priorities was established for teletypewriter exchange service. 

The average number of telephone conversations per day, including 
both local and long distance, was about 87,000,000, a record high and 
an increase of 2,201,000 over the average per day in 1941. 

The increase in longer haul long distance messages, most of which 
are handled by the Long Lines Department of the Company, has been 
spectacular. The number of long distance messages of the Long Lines 
Department was 114,364,000 in 1942, which compares with 85,465,- 
000 for 1941 and 66,750,000 for 1940. The distribution of this 
growth throughout the country, following closely the pattern set by 
war activities, has varied greatly by different sections and places. In 
several large cities in the past two years the number of long distance 
messages has more than doubled, and between some important war 
centers the number has increased in the same period upwards of four¬ 
fold. Some small places serving military establishments have been 
particularly affected: in some such instances the long distance traffic 
from towns with normal populations of from 3,000 to 5,000 is as 
large as that handled at cities as large as 40,000 population. In many 
places, due to the war, there are unpredictable surges and changes in 
traffic loads from one day to another and from one time of day to another. 
The spectacular increases, the changes in distribution, the daily swings, 
all add to the difficulties of satisfactorily handling long distance calls. 
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Service 

Taking into account the difficult conditions created by the war—the 
increased demand for telephone service, the shortage of materials and 
facilities and the large numbers of new employees—Bell System tele¬ 
phone service on the whole held up well and, in spite of the stress of the 
times, continued to be courteous and friendly. It also continued to be 
prompt on most calls. The public’s appreciation of the service ren¬ 
dered and its sympathetic understanding of the difficulties occasionally 
encountered due to war-time conditions were reflected in the fact that 
criticisms of service were fewer than ever before. 

In those features of service largely within the control of the companies, 
such as speed in answering signals, accuracy in establishing connections 
and clarity of transmission, there has been little falling off from previous 
performance. The average telephone continues to be almost entirely 
free from equipment and other plant troubles. 

The maintenance of fast service on long distance calls, which 
was becoming a problem in 1941, became more difficult in 1942. The 
average speed of service on these calls, which was 1 .6 minutes in 194 1 > 
was 2.3 minutes in 1942. The proportion of calls completed while 
the calling party remained at the telephone, which was 91.6 per 
cent in 1941, dropped to 87.2 per cent in 1942. The proportion of calls 
on which all circuits were busy at the time the call was placed, which 
was about 2 per cent in 1941, averaged 4.8 per cent in 1942 and 
reached 5.6 per cent in the last quarter of the year. The slower speeds 
reflected by these figures are due to the overcrowding of long 
distance circuits by the increased volume of business, combined with 
unavailability of sufficient quantities of strategic materials to construct 
the additional facilities needed. Since the increase in volume of traffic 
was not evenly distributed throughout the country, there were many 
situations where the congestion on the long distance circuits was much 
more acute than that indicated by the average figures. In some impor¬ 
tant war centers, the percentage of longer haul calls delayed on account 
of no circuit being available, was in excess of 20 per cent toward 
the end of the year, and on individual routes between some important 
war centers this percentage was 30 per cent or higher. As traffic in¬ 
creases and the circuit shortage becomes greater, further slowing down 
in the speed of service may be expected, in spite of everything that 
can be done. 
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An intensive advertising program to acquaint the public with the 
overloaded condition of long distance lines and to urge that only essen¬ 
tial long distance calls, especially to or from busy war centers, be made, 
was started in July at the request of the Board of War Communica¬ 
tions and is being continued in full force. The program has been so 
broad as to embrace practically all forms of advertising, including 
newspapers, magazines, radio, both on national networks and by local 
spot announcements, bill inserts, pay-station card notices, posters and 
window displays, street car cards, blotters, hotel table-top cards, book¬ 
lets and leaflets, imprints on customers’ bills and bill envelopes, em¬ 
ployee bulletin board notices, and letters to long distance users. The 
public has generally shown an understanding of the problem and a 
willingness to co-operate. 

Overseas Telephone Service 

Overseas telephone service is contributing in an important way to 
the successful conduct of the war. To meet increasing requirements, 
additional circuits were provided to Hawaii, Panama and Puerto Rico; 
a circuit was opened to Dutch Guiana, establishing overseas service 
there for the first time; and a direct circuit was provided to Chile, re¬ 
placing service previously given through Buenos Aires. 

Safeguarding Service 

During 1942, work was continued throughout the Bell System on 
ways and means to safeguard service from possible interruption due to 
sabotage, bombing, fire or other disasters. This work included further 
additions to the supply of portable emergency radio sets for use in the 
event of failure of toll or long distance lines; practical completion of the 
provisions of fixed or portable emergency power equipment for use in 
case of failure of power supply to central offices; installation of control 
equipment at vulnerable locations to guard against overloads of local 
calls in the event of air raid alarms; and further tightening of measures 
designed to protect buildings and other telephone property. 

In normal times, with a substantial volume of material always in 
process of manufacture and installation, it is possible to obtain quickly 
from existing stocks most of the materials and equipment needed to 
restore telephone service, even when large amounts of plant are de¬ 
stroyed by disasters such as fires, floods and hurricanes. The situation 
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in this respect has been greatly changed by the war. Not only have 
the chances of service interruption been increased by the possibility of 
sabotage and enemy action, but the quantity of finished products avail¬ 
able which could be diverted to restore service has been greatly reduced 
by the sharp drop in telephone construction and manufacturing activ¬ 
ity. It seemed prudent in the national interest to set aside a reason¬ 
able amount of the necessary materials and equipment for emerg- 
uicy restoration of service in the event of an emergency and to hold 
these materials and equipment at strategic locations where they would 
be readily available to any operating telephone company. 

Approval of this plan was obtained from the War Production Board 
and the materials and equipment are now being acquired and ware¬ 
housed at strategic locations. To as large an extent as possible, used 
materials and equipment already on hand are being employed, thus 
reducing to a minimum the requirements for new strategic materials and 
manufacturing effort. The investment in this war emergency stock, 
which may amount to four million dollars, will be carried by the Com¬ 
pany. 

Effective on July i, the Federal Government made available war 
damage insurance to cover possible destruction of property by enemy 
attack or action by United States forces in resisting the enemy. The 
Bell System has taken advantage of this protection to the extent of 
over a billion dollars of insurance, covering buildings and equipment 
at selected locations. 

Facilities 

The investment in Bell System telephone plant increased $248,778,- 
000 in 1942 and at the end of the year was $5,296,658,000 against 
which there were depreciation and amortization reserves of $1,560,216,- 
000, or 29.5 per cent. 

Expenditures for new construction in 1942 amounted to $345,000,- 
000 compared with $420,000,000 in 1941. Toll and long distance 
plant additions accounted for 40 per cent of the expenditures in 1942. 
While the amount of new plant built, expressed in dollars, was sub¬ 
stantial, the quantities of strategic materials used were held to the very 
minimum. The reduction in use of these materials was progressively 
effective. The rate of use in December, 1942, compared with the 
peak month of 1941, showed a saving of 79 per cent in iron and steel; 
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80 per cent in nickel; 89 per cent in copper, zinc, lead and antimony; 
90 per cent in tin and crude rubber; and 96 per cent in aluminum. 

Some 2,500,000 miles of toll and long distance circuits were added 
during 1942, 80 per cent of which were obtained by the installation 
of carrier systems which require comparatively small amounts of 
strategic materials and which make possible many telephone conversa¬ 
tions simultaneously over a single pair of wires. However, since the 
beginning of 1942 the shortages in the toll and long distance plant, 
which even then existed, have grown more acute with the continued 
increase in traffic. Long distance circuits of the Long Lines Depart¬ 
ment of this Company are about 25 per cent short of the number 
which would normally be provided to handle the current volume of 
traffic and shortages in some important circuit groups exceed 50 per 
cent. 

Included in the 1942 projects was the completion of the transconti¬ 
nental cable—a great engineering and construction feat, marking a mile¬ 
stone in telephone history. It was decided to go ahead with this cable 
over three years ago in anticipation of die possibility of war with Japan. 
It required the installation of the final long link of cable half way 
across the continent from Omaha, Nebraska, to Sacramento, Cali¬ 
fornia. The cable for this entire distance was laid underground in 
order to provide maximum protection from the elements, from possible 
enemy action and from other hazards. With the completion of die 
transcontinental cable, telephone conversations are transmitted, for the 
first time, from coast to coast in cable, greatly increasing the dependa¬ 
bility of service. The cable, when fully equipped, will more than double 
the number of transcontinental circuits now in operation. 

Research 

The first year of the war has emphasized the importance of research. 
Without newly designed tools and instrumentalities that are superior 
to those of our enemies, the road to victory would be harder and longer. 
The importance of research is particularly outstanding in the field in 
which the Bell System is engaged, since the arts of electrical communi¬ 
cation are basic to modern warfare. Although the results of the Bell 
Telephone Laboratories’ research cannot be disclosed in detail, reports 
from the armed forces indicate that they have been of great importance 
and have already proved effective in actual combat. The personnel of 
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over 6,000, working long hours, is engaged on more than 300 develop¬ 
ment projects—requiring research, invention and design—for the Army, 
the Navy and the National Defense Research Committee. 

The arts of electrical communication are adaptable not only to com¬ 
munication between human beings, but also to communication between 
men and machines. When a telephone subscriber dials a number, he 
communicates with the switching machine at the telephone central 
office to indicate the line with which he wishes a connection. There are 
many other illustrations in Bell System telephone plant, such as the 
exchange system of teletype communication. War abounds with similar 
problems of communication; for example, mines may be fired by remote 
control. There are also instances of communication from machine to 
man; for example, an electrical detector can communicate the presence 
or movement of an enemy airplane or submarine. All forms of com¬ 
munication are important in war; and the accumulated techniques, re¬ 
search methods and scientific information of the Bell System have been 
made available to the armed forces of the country. 

For contributions to the instrumentalities of war, the Laboratories is 
peculiarly fitted, not only because of the competence of its staff and its 
experienced organization, but also because it is accustomed to cover in 
its activities the complete range of work from fundamental research 
through development and design of apparatus, the specifications for 
manufacture and the testing after manufacture to insure that its de¬ 
signs will satisfactorily and reliably accomplish their purpose. Bell Sys¬ 
tem equipment has always been designed—and manufactured—with 
the emphasis upon its use and reliability. This System policy works to 
the country’s advantage in our war contributions just as it has in the 
past to that of the telephone user. 

Although practically all research and development effort has been 
diverted to the purposes of the war, the flow of developments affect¬ 
ing telephone service is not immediately curtailed, for they are the 
continuing result of ideas and techniques developed in the previous 
period of research. At present, telephone service is helped by the 
researches that have been carried out in the past. In fact, if it were 
not for the products of past research, the Bell System could not cope 
with the present emergency. Wires which formerly carried single 
conversations now carry many. Failures of equipment are avoided 
through greater reliability which has been achieved by research. 
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Machines have heen devised to do much of the work formerly done by 
hands. So the present shortages of materials and men, serious as they 
are, are nothing like as serious as they might have been. 

The achievements of Bell Telephone Laboratories were signalized 
by the presentation on September 16 of the Army-Navy Production 
“E” Award. This was the first occasion of presentation of this award 
to a research and development organization whose products are ideas 
and designs rather than quantities of materials or equipment. 

Rates 

In the Act of Congress of October 2, 1942, amending the Emergency 
Price Control Act of 1942, the President was authorized and directed 
to issue a general order stabilizing prices, wages and salaries affecting 
the cost of living, such stabilization as far as practicable to be on the 
basis of the levels which existed September 15, 1942. Such a general 
order was issued by the President. Even before this order became 
effective, the Bell System was co-operating in price stabilization by 
withholding applications for increased telephone rates, even though 
higher operating costs would have justified increases in many cases. 
Some applications which were pending have been withdrawn. Ac¬ 
cordingly, relatively few rate matters are now pending before the State 
Commissions. There were a number of small rate adjustments in 1942, 
the net effect of which for the Bell System was negligible. 

An investigation contemplating a reduction in rates and charges for 
communication services furnished by the Long Lines Department of 
the American Telephone and Telegraph Company was instituted by 
the Federal Communications Commission on November 20, 1942. 
An agreement between the Company and the Commission was reached 
on January 20, 1943, and the investigation was discontinued. The 
agreement involved an annual reduction of $51,000,000 in Long Lines 
Department gross revenues. Payments to Associated Bell System tele¬ 
phone companies and other connecting telephone companies will be 
increased and a reduction in rates was agreed to which will mean an 
annual saving of about $35,000,000 in charges on interstate service to 
users of private line telephone and telegraph services, and to radio 
broadcasting stations, and in overtime rates to users of long distance 
message telephone service. No reductions in basic message rates were 
made, and the reductions agreed to were those least apt through stimu- 
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lation of business to add a further burden to the already overloaded 
long distance lines. 

The extraordinary volume of long distance business and the over¬ 
loaded condition of the Long Lines plant had resulted, in all prob¬ 
ability only temporarily, in a rate of earnings for the Long Lines De¬ 
partment of the Company which was in excess of the average for the 
Bell System as a whole. The Long Lines Department rates are un¬ 
der the exclusive jurisdiction of the Federal Communications Com¬ 
mission, which has jurisdiction over interstate rates only. The 
Commission insisted that the earnings from such rates should be con¬ 
sidered by themselves, regardless of over-all System earnings, and in¬ 
sisted that, when so considered, they produced a return greater than 
could be justified. The reductions were agreed to by the Company be¬ 
cause of this position of the Commission, which the Company believed 
was unsound under present conditions, but which the Commission 
considered was within its discretion; and because the Company felt it 
important to have the rate proceedings discontinued so that it could get 
on with the business of helping win the war. 

Earnings 

In 1942, Bell System operating revenues were $1,469,263,000, an 
increase of $170,574,000, or 13.1 per cent over 1941. Operating ex¬ 
penses before taxes increased $94,056,000, or 11.2 per cent. Net 
operating revenues before taxes increased $76,518,000, or 16.6 per 
cent. Net operating income, which is after taxes and reflects the sub¬ 
stantially increased amounts imposed under the Federal Revenue 
Act of 1942, and other income, which is also affected by increased 
taxes, totalled $222,141,000, or $26,328,000 less than in 1941. In¬ 
terest charges increased $2,262,000 due to additional bonds outstanding. 
After reserving net income in the amount of the Excess Profits Tax 
credit for 1942 not used through current retirement of debt, that is, 
the amount for which non-interest bearing LInited States bonds, non- 
negotiable until the date of the cessation of hostilities in the present war, 
will be received, the remaining net income of the System applicable to 
American Telephone and Telegraph Company stock for 1942 was 
$160,170,000, or $8.57 per share. Before such reservation of net in¬ 
come, the per share earnings for 1942 were $8.79 as compared with 
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$10.26 for 1941. This reservation of net income is being carried as 
reserved surplus. 

After a similar reservation in connection with the unused portion of 
its Excess Profits Tax credit, the remaining net income of the Company 
for 1942 was $8.62 per share of stock. Before such reservation, the 
per share earnings were $8.72 compared with $10.01 in 1941. Divi¬ 
dends at the customary rate of $9.00 per share were continued in 1942. 

Taxes 

Total taxes of the Bell System Companies, including the Western 
Electric Company and the Bell Telephone Laboratories, were $396,- 
047,000 in 1942, compared with $288,493,000 in 1941. Of the total 
taxes, Federal taxes were $256,476,000, an increase of $101,494,000, 
or 65 per cent over 1941. The total tax bill amounted to nearly $21 
per share of American Telephone and Telegraph Company stock, or 
about $6 per share more than in 1941. 

Certain taxes borne directly by telephone users are added to all tele¬ 
phone bills and collected by the telephone companies on behalf of the 
Federal Government. The amount being so collected by Bell System 
Companies, based on volume of business at the end of 1942 and the 
tax rates then in effect, is in the neighborhood of $160,000,000 per 
year. 

Some Temporary War-Time Factors 

Shortages of material brought about by the war have made it neces¬ 
sary to install considerable Bell System plant of uneconomical types and 
sizes, which, while less expensive initially, will have to be replaced later 
on, with a resulting increase in investment. Normal operating margins 
in the plant also have been depleted and these will need to be restored. 
Likewise, there has been, of necessity, some deferment of maintenance 
activities which will result in increased expenses when materials are 
available for their resumption on a normal basis. These factors, to¬ 
gether with an abnormal volume of traffic, all operate in the direction 
of a temporary betterment in net operating revenues. 

On the other hand, there are temporary factors operating in the re¬ 
verse direction. It has been necessary to suspend plant improvements 
which would have brought about operating economies not now being 
realized. Also, current expenses are increased by necessary rearrange- 
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ments of overloaded facilities, protection of the property against possible 
sabotage, war damage insurance, uneconomical repair and reuse of 
materials which normally would not be reused, higher training expense 
due to the unusual turnover of labor, less experienced operating forces 
and other causes directly traceable to the war. 

Due to shortages in outside plant facilities, greater use of the existing 
plant is being made, and more people served, by the more extensive use 
of party line service. In 1942, the number of party line main tele¬ 
phones increased by about 1,200,000, while the number of individual 
line main telephones decreased by about 200,000. When materials 
are again available, considerable additional line facilities will be needed 
to provide the kind of service desired by those who are now temporarily 
being served by party lines, but who prefer higher classifications of 
service. This will require added capital investment, but will be ac¬ 
companied by some revenue increase. 

Bell System Financing 

In September, 1942, the Southern Bell Telephone and Telegraph 
Company sold $35,000,000 Thirty Year 2 34 % Debentures to obtain 
funds for the repayment of advances from the American Telephone and 
Telegraph Company and for general corporate purposes. 

In December, 1942, The Bell Telephone Company of Pennsylvania 
contracted to sell as of February 1, 1943, $35,000,000 Thirty Year 
First and Refunding Mortgage 234 % Bonds, Series E. These Series 
E Bonds were issued in order to insure the availability of funds for the 
redemption on January 1, 1944, the first call date, of the Company’s 
$35,000,000 Twenty-Five Year First and Refunding Mortgage 5% 
Bonds, Series B. 

During the year, the American Telephone and Telegraph Company 
and its principal telephone subsidiaries paid off $16,074,000 of their 
4% Notes held by the Trustee of their respective Pension Funds, and 
The Chesapeake and Potomac Telephone Company of Virginia paid at 
maturity a serial note of $1,000,000. The Western Electric Company, 
Incorporated, paid off $10,465,000 of its 4% Notes held by the Trustee 
of its Pension Fund. 

Outstanding debt obligations of the Bell System increased 
$17,926,000 during the year. Cash assets of the System at the end of 
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the year, including $158,581,000 temporarily invested in government 
obligations, were $218,973,000. Included in these cash assets are the 
Company’s temporary investments of $145,084,000 in government 
obligations and cash balance of $20,148,000. 

Having already provided for the refunding of The Bell Telephone 
Company of Pennsylvania Series E Bonds referred to above, the Bell 
System now has no outstanding debt maturities, other than $1,000,000 
due in 1943 and Pension Fund notes to be paid in relatively small 
amounts annually, prior to an issue of $35,000,000 of New England 
Telephone and Telegraph Company bonds due in 1952. The earliest 
debt maturity of the American Telephone and Telegraph Company is 
the $233,584,900 of Convertible 3’s due in 1956. 

At the end of the year, the total capital obligations of the System, 
including surplus, were $4,118,629,000, of which debt obligations 
amounted to $1,499,056,000, or 36.4 per cent of the total, which com¬ 
pares with a low of 25.8 per cent in 1931 and a high of 46 per cent 
in 1920. 

Stockholders 

At the end of 1942, there were 643,021 stockholders of record of 
the American Telephone and Telegraph Company. This is 8,870 
more than at the end of 1941. The average number of shares held per 
stockholder at the end of 1942 was 29. Geographically, the stock was 
widely held. Approximately 60,000 Bell System employees owned 
stock in the Company. No stockholder held as much as one-half of one 
per cent of the total stock. Of the total stockholders, 207,600 held from 
one to five shares each and 607,700 held less than 100 shares each. 
The 35,300 stockholders—including insurance companies and many 
other institutional holders—who owned 100 shares or more each were 
5.5 per cent of the total number of stockholders and held 48.3 per cent 
of the total stock. 

Manufacture and Supply 

The 1942 sales of the Western Electric Company, the manufactur¬ 
ing, purchasing and supply unit of the Bell System, after giving effect 
to the renegotiation of war contracts agreed upon with the United 
States Government, were the greatest in the Company’s history, 
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$553> 2 ^ 2 > 000 > an increase of 44 per cent over 1941 and 35 per 
cent over the previous highest year, 1929, when sales amounted to 
$410,950,000. 

Sales to the United States Government amounted to $290,934,000, 
or 53 P er cen t of the total, compared with $35,905,000, or 9 per cent 
of the total sales in 1941. The proportion of sales to the United States 
Government increased rapidly throughout the year and in December, 
the peak month, 82 per cent were to the Government. This is in 
contrast to normal times when approximately 95 per cent are to the 
Bell System. 

With the change in the nation’s military effort from one of prepara¬ 
tion for defense to one of actual war after the attack on Pearl Harbor, 
the greatly increased needs of the armed forces for wire and radio com¬ 
munication equipment, and other electronic devices, coupled with the 
necessity for restricting the manufacture of peace-time communication 
products in order to conserve strategic materials, necessitated an exten¬ 
sive readjustment in the physical facilities, organization and personnel 
to meet the changing character of the business. Many of the peace¬ 
time product shops have been dismantled and as far as possible the 
equipment has been utilized in the creation of new shops specially 
adapted for the production of war equipment. 

Appropriate adjustments have been made in the organization, per¬ 
sonnel has been retrained to handle the new classes of work and large 
additions have been made to the working forces. At the end of the 
year, there were 73,300 employees on the roll, an increase of 12,000 
during the year. 

The Army-Navy Production “E” Award for high achievement 
in the production of war equipment was conferred upon the Haw¬ 
thorne, Kearny and Point Breeze works of the Company on July 27. 

Earnings of the Western Electric Company, including its sub¬ 
sidiaries, were $7,548,000, as compared with $18,428,000 in 1941. 
This comparison, however, is affected by a change made in 1942 by 
agreement with the Internal Revenue Department in the method of 
reporting certain income for tax purposes. While this change resulted 
in a substantial reduction in taxable income to be reported for 1942, it 
also necessitated payment of additional taxes for prior years which 
consequently were charged against 1942 income and which largely 
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offset the effect of such reduction. However, had the revised method 
of reporting income for tax purposes been followed in prior years, net 
earnings for 1941 would have been reduced to about $15,400,000 and 
net earnings for 1942 would have been increased to about $14,100,000. 

Employees 

The employees of the Bell System, including the Western Electric 
Company and the Bell Telephone Laboratories, numbered 406,600 at 
the end of the year, an increase of 26,700 over the number at the end 
of 1941. To obtain this increase and care for losses, it was necessary 
to employ 170,000 people. At the end of the year, 25 per cent of the 
force had less than a year’s service. 

Not only did 1942 see a substantial change in the size of the force, 
but there was also a significant change in its composition. At the end of 
1941, the force consisted of 172,800 men and 207,100 women, 
the women comprising 54.5 per cent of the total force. At the 
end of 1942, the number of men was 148,500, while the women num¬ 
bered 258,100, or 63.5 per cent of the force. The ratio of nearly two 
women to one man is the highest in System experience since the year 
1921. It is expected that further losses in the male forces to the armed 
services and the use of women on new work assignments will result in 
a further substantial increase in the proportion of women employees 
during 1943. 

During the year, the force as a whole was adequate in numbers, but, 
because of the continued growth and greater turnover, it was increas¬ 
ingly difficult to maintain the necessary average of experience. This 
was particularly true in a few critical areas in which the needs of the 
service made it desirable to bring in experienced employees from other 
areas. Induction and training procedures were modified to war-time 
conditions as a further step in meeting the increased manpower strin¬ 
gency. Jobs were simplified and training programs streamlined to facili¬ 
tate the qualification of new employees. 

Joint Labor-Management Committees were formed during the year 
in several of the Bell System telephone companies and in the Western 
Electric Company with the view to securing the maximum of co-opera¬ 
tion in solving the problems of the war. 
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Personnel in War Service 

The 39,500 Bell System employees now in the armed services com¬ 
pare with a maximum number in the first World War of 25,000. Of 
those in the services, three-fourths are in the Army, and the remainder 
in the Navy, Marine Corps and Coast Guard. About 500 are women 
who have volunteered for service in the Women’s Auxiliaries, Reserves 
and Nurse Corps of the Army, Navy and Coast Guard. 

Growth of the armed forces in 1943 will result in a further consider¬ 
able increase in the number of Bell System employees in the services. 
Careful plans have been made to meet these losses of personnel without 
the impairment of essential telephone service. 

The training and experience of telephone men is of special value in 
the Signal Corps of the Army. By the end of 1942, about 10,000 Sys¬ 
tem employees were in that organization. As previously stated, nearly 
4,000 had volunteered for specific assignments as officers and technicians 
in specialized posts where their knowledge and skill could be utilized 
most effectively. The plan to secure highly qualified volunteers for these 
positions had been initiated by the Army more than two years before the 
attack on Pearl Harbor and was put in operation immediately thereafter. 
During 1943, it is expected that about 2,500 additional employees will 
enter the Signal Corps under this plan. 

Continued assistance has been given to other branches of the armed 
services and to the civilian agencies of the Government in securing 
employees with special abilities which were needed. 

The President of the Company has been Chairman of the Industry 
Advisory Committee of the Board of War Communications since Janu¬ 
ary, 1941, and ten others of the Company’s personnel are serving as 
members or alternate members of the Board’s several committees. Vice 
President A. W. Page is Chairman of the Joint Army and Navy 
Committee on Welfare and Recreation. Vice President F. B. Jewett, 
who is also Chairman of the Board of Bell Telephone Laboratories, is a 
member of the National Defense Research Committee, and about thirty 
of the leading scientists and executives at the Laboratories are serving as 
members or consultants in this organization, the Office of Scientific 
Research and Development, and the National Research Council. Vice 
President W. H. Harrison is on active duty as Brigadier General, Ser¬ 
vices of Supply, United States Army, and Vice President C. O. Bickel- 
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haupt is on active duty as Colonel in the Signal Corps. A number of 
other Bell System men are loaned to die Government on special assign¬ 
ments connected with the war. 

The rights of employees in military service under the System’s Benefit 
and Pension Plan are protected throughout their period of absence and 
they receive service credits under that Plan for any total period of ab¬ 
sence up to two years and for longer periods of absence in accordance 
with their term of employment. The difference between company and 
government compensation is paid for three months following entry into 
the services to those employed for a year or more. Generally, those 
with wives or dependent children receive this payment for an ad¬ 
ditional three months. 

Payrolls 

The total payroll of the Bell System for i94~> including the \\ est- 
ern Electric Company and the Bell Telephone Laboratories, was 
$840,816,000, an increase of $117,398,000 over 1941. 

Since January 1, 1942, wage increases totalling $37> < - )00 > 000 on an 
annual basis have been negotiated. Wage offers now pending approval 
by the National War Labor Board or acceptance by the unions amount 
to an additional $15,500,000 on an annual basis. There are also a 
few wage negotiations now under way on which conclusions have not 
been reached. Progression increases in wage rates normally made as 
employees’ service and experience increase, not included in the above, 
amounted, for the year 1942, to $16,000,000. The schedules of pay 
for Bell System employees are the highest they have ever been. 

Bargaining between the companies and the labor unions has con¬ 
tinued throughout the year as existing agreements expired or were can¬ 
celled. There has been an increasing tendency in these negotiations to 
enlist the services of the United States Department of Conciliation. In 
those cases where this service has been unable to effect a settlement, the 
National War Labor Board has taken jurisdiction. Thirteen such cases 
were referred to the Board in 1942. Directive orders have been issued 
on four and nine are pending. 

All increases in wage rates made effective after October 3, 1942, 
except those within the scope of an established wage schedule, are sub¬ 
ject to governmental approvals in accordance with the Economic Stabili- 
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zation Order. Within this limitation, however, the Bell System Com¬ 
panies will continue to attempt to reach joint agreement on wage 
matters by direct negotiation with labor. 

In one instance during the year, service was impaired to some extent 
by a three-day strike of a portion of the employees of one Bell System 
telephone company. This was the first occurrence of this kind since 
1923. Settlement of the wage matters in controversy was arranged 
through the War Labor Board. 

Benefit and Pension Plan 

January 1, 1943, marked the thirtieth anniversary of the System’s 
Plan for Employees’ Pensions, Disability Benefits and Death Benefits. 
This Plan continues to be of great assistance to the business in retaining 
competent, qualified personnel and in maintaining high morale. From 
the employees’ standpoint, it has been of great value in meeting the 
problems associated with sickness, accident and death, and has provided 
a substantial degree of security for the later years of life. 

The employees make no contributions directly or indirectly toward 
the benefits or pensions payable under the Plan. It applies to all em¬ 
ployees alike, in accordance with their ages, lengths of service and rates 
of pay. 

Payments under the Plan, except for service pensions, are charged 
directly to expenses on a “pay-as-you-go” basis. In keeping with sound 
pension practices, service pensions are provided for in advance on an 
actuarial basis with periodic payments made into Pension Trust Funds 
from which the Trustee pays such pensions. These Trust Funds are 
irrevocably dedicated to service pension purposes. 

The proper accounting for certain increases in service pension accru¬ 
als has been the subject of inquiry in a proceeding before the Federal 
Communications Commission for about five years. Although the Com¬ 
mission has not questioned the desirability of paying the additional 
amounts into the Pension Trust Funds in order that they may continue 
to be adequate for the future, the charging of these increases in accruals 
to expenses was challenged as not being in accordance with the estab¬ 
lished System of Accounts. The Order of the Commission issued in 
December, 1942, forbids charging to operating expenses for 1942 and 
thereafter the accruals in question, amounting at present to about one- 
third of the total. 
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For the year 1942, the amounts disallowed by the Federal Communi¬ 
cations Commission as a charge to operating expense accounts have been 
charged under protest to income. It is planned that a proceeding to 
review the Commission’s order will be brought in Federal court. The 
long run ability of the telephone companies to maintain adequate ac¬ 
cruals to the Pension Trust Funds obviously depends on whether the 
companies’ rates for service to the public will provide sufficient total 
revenue for this purpose. 

The Pension Trust Funds of the Bell System Companies, including 
the Western Electric Company and the Bell Telephone Laboratories, 
amounted to $386,074,000 at the end of 1942. Pension accruals 
added to the Trust Funds for the year 1942 amounted to approximately 
$46,950,000, or 5.6 per cent of the payroll. Such pension disburse¬ 
ments from the Trust Funds during the year were $10,118,000 and at 
the end of the year there were 7,814 men and 3,797 women, or a total 
of 11,611, receiving service pensions. 

Other payments made under the Plan to about 55,000 employees 
in 1942 were: 


Sickness Disability Benefits 
Accident Disability Benefits 
Death Benefits 
Disability Pensions 

Total 


$9,227,000 

688,000 

2,126,000 

532,000 

$12,573,000 


Savings and Insurance Plans 

Employees’ savings during 1942 through payroll allotment plans ex¬ 
ceeded any previous year. 1 hese plans, which are entirely voluntary in 
character and maintained by the companies at no expense to the 
employees, include arrangements for deposits in savings institutions, 
purchases of life insurance, and purchases of United States War Savings 
Bonds. The total amount set aside for the year by employees of the Bell 
System, including the Western Electric Company and the Bell Tele¬ 
phone Laboratories, was $90,500,000, or 10.8 per cent of the payroll. 

Employees’ purchases of Linked States War Savings Bonds were in¬ 
spiring, and at the end of the year 381,000 employees were purchas¬ 
ing bonds through payroll allotment plans. The per cent of employees 
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participating increased during the year from 16 to 93.7; and the per 
cent of authorized allotments to total payroll rose from 1 to 8.7. On 
an annual basis the maturity value of the December, 1942, purchases 
was about $100,000,000. 

Participation in Civilian War Activities 

In addition to meeting the abnormal demands of the war for com¬ 
munication service, Bell System employees and companies are par¬ 
ticipating extensively in various other activities connected with the 
war effort. 

In line with the national effort to conserve “Manpower for War- 
power” through the reduction of accidents in industry, the Bell System 
Companies intensified their accident prevention programs. The special 
efforts to reduce injuries suffered by workers included more than the 
usual attention to training the many thousand new employees in safe 
and efficient work methods. For many years, the System has been 
especially active in a continuing campaign for the prevention of acci¬ 
dents. This has resulted in a very low lost time accident frequency rate 
and has made the System an unusually safe place in which to work. 

greatly expanded to meet the present day civilian needs occasioned by 
the war. At the end of 1942, nearly 125,000 employees—about one- 
third of all employees—had completed first-aid courses and about 3,500 
had taken further training qualifying them as Red Cross first-aid in¬ 
structors. 

In keeping with the times, a nutrition course has been made available 
to employees. This course is written in popular language and is specially 
adapted to working conditions in the industry. It gives recognition to 
the problems involved in food rationing and emphasizes the importance 
of nutrition in maintaining good health, which is so vitally necessary 
under the pressure of war-time conditions. 

The fact that employees are purchasing large amounts of War 
Savings Bonds has already been mentioned. Liberal contributions have 
also been made by the companies and employees for support of the 
American Red Cross, United Service Organizations and other agencies 
or services connected with the war. In addition to contributing funds, 


First-aid training and health education have been conducted for many 
irs throughout the System. The facilities for such work have been 
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many employees are giving their available time to civilian war activities 
conducted in their respective communities. They have co-operated in 
the campaign to conserve materials and reduce waste and have aided 
in the collection of scrap metals, rubber and other essential war materials. 
Many have responded as blood donors to the Red Cross appeals and 
many are furnishing technical, advisory or other services connected with 
the country’s war organization. 

I 

Telephone Pioneers 

In November of 1911, a group of those who had served longest in 
the telephone business met in Boston, Massachusetts, and formed the 
organization known as the Telephone Pioneers of America. This 
Association devotes itself to furthering the already strong friendships 
and fellowships which have grown up among telephone people of long 
service; twenty-one or more years of service in the telephone industry is 
the membership requirement. 

The growth and development of this organization have continued 
steadily despite the difficulties of the war-time situation. At the end of 
1942, after three decades of existence, its membership stood at 67,500, 
a gain of 6,000 during the year. There are Pioneer members in every 
State of the Union and every Province of Canada. 

The Pioneers’ Association constitutes a true cross-section of the long- 
service people in the telephone industry—workman, clerk, operator, 
supervisor, executive and retired employee. Because of the character 
of its membership and the nature of its activities and interests, this 
Association is a strong force in maintaining the ideals and traditions of 
the telephone business. 

Vail Medal Awards 

The Theodore N. Vail Memorial Fund provides annual awards of 
medals and plaques in recognition of unusual acts and services. This 
fund was established in 1920 to perpetuate the Bell System ideals of 
service to the public. Since its establishment, 14 gold, 98 silver and 
1,038 bronze medals have been awarded and bronze plaques have been 
presented as permanent memorials to companies where employees have 
received gold and silver medals and also where employees, as a group, 
have performed especially outstanding acts of meritorious service. Gold, 


* 
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silver and bronze medals are accompanied by cash awards of $1,000, 
$500 and $100 respectively. 

Three silver medals and 18 bronze medals, all with accompanying 
citations, were awarded in 1942. The silver medal awards are as 
follows: 


Mrs. Mary E. Cusick, Central Office Instructor, Chicago, 

Illinois; “for initiative, resourcefulness, perseverance and the 
effective use of telephone facilities which resulted in the saving of 
a child’s life.” 

William Webb Grantham, Installer Repairman, Gulfport, 
Mississippi; “for initiative and prompt, intelligent and courageous 
action in the rescue of a man who had come in contact with a high 
voltage wire.” 

Hazel Belle Grobert, Operator, Kendallville, Indiana; “for 
courage, resourcefulness and conspicuous devotion to duty in 
maintaining essential telephone service during a tornado.” 

A Vital War Resource 

Emergencies are not new to the Bell System. They have been met 
many times in past years through the accidents of fires, floods, earth¬ 
quakes and hurricanes. The System was prepared to meet this present 
trial of war, which is making greater demands than ever before, because 
it is financially sound and strong; because it has a magnificent com¬ 
munications plant in superb condition; because of the competence and 
spirit of service of its army of well-trained employees who have the 
“know how”, who are experienced in the art of communications and in 
the team-work necessary to give good telephone service; because, as a 
private institution, it has been allow'ed under the American system of 
private enterprise to develop, unfettered by the chains of unreasonable 
laws or men; and because the institution has a deep sense of its 
responsibility to the public it serves. This freedom to develop has made 
it possible to have laboratories constantly improving the art of com¬ 
munications, and a manufacturing department constantly improving the 
quality of telephone equipment. Adequate earnings have made possible 
good wages and salaries, with provision for sickness, accident and death 
benefits and pensions, so that a high quality of personnel could be main¬ 
tained, and have permitted paying a reasonable return to those investing 
their savings in the business, thereby insuring the financial credit of the 
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System so that it could obtain, for the most part from stockholders, the 
large amounts of new capital continuously required to meet the grow¬ 
ing demands of the nation for telephone service. 

The trust thus given by the American people has returned to them 
the best telephone service in the world; a service that in extent and 
speed far surpasses that of any of the Axis nations, in fact that of any 
nation; a service that is one of the nation’s great and vital war resources. 

With the sympathetic understanding of the public when they en¬ 
counter difficulties with telephone service due to war-time restrictions 
and overloads, the great army of telephone men and women may be 
counted upon to do their full part so essential on the home front with 
the same effective effort, devotion to duty and high morale as our fight¬ 
ing men have shown on the fighting fronts. 

For the Board of Directors, 

WALTER S. GIFFORD, 

President 

February 17, 1943. 


Note: The management will solicit proxies for the Annual 
Meeting of Stockholders to be held on April 21, 1943. It is ex¬ 
pected that a proxy statement and a form of proxy will be sent 
to stockholders in connection with such solicitation on or about 
March 13, 1943. 
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TELEPHONES - BELL SYSTEM AND CONNECTING 

IN MILLIONS 



BELL SYSTEM SAVINGS OF STRATEGIC WAR MATERIALS 

RATE OF USE IN DECEMBER 1942 COMPARED WITH PEAK MONTH IN 1941 
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PRINCIPAL BELL SYSTEM COMPANIES 

December 31, 1942 

I. Bell System Telephone Companies Consolidated in the “Bell System” 
Financial and Statistical Statements (a). 

Headquarters 

American Tel. and Tel. Co.New York, N. Y. 

New England Tel. and Tel. Co.Boston, Mass. 

New York Tel. Co.New York, N. Y. 

New Jersey Bell Tel. Co.Newark, N.J. 

The Bell Tel. Co. of Pennsylvania.Philadelphia, Pa. 

The Diamond State Tel. Co.Philadelphia, Pa. 

The Chesapeake and Potomac Tel. Co. Washington, D. C. 

The Chesapeake and Potomac Tel. Co. of Baltimore City Baltimore, Md. 

The Chesapeake and Potomac Tel. Co. of Virginia . . Richmond, Va. 

The Chesapeake and Potomac Tel. Co. of West Virginia Charleston, W. Va. 

Southern Bell Tel. and Tel. Co.Atlanta, Ga. 

The Ohio Bell Tel. Co.Cleveland, Ohio 

Michigan Bell Tel. Co.Detroit, Mich. 

Indiana Bell Tel. Co. ... *.Indianapolis, Ind. 

Wisconsin Tel. Co.Milwaukee, Wis. 

Illinois Bell Tel. Co.Chicago, Ill. 

Northwestern Bell Tel. Co. Omaha, Neb. 

Southwestern Bell Tel. Co.St. Louis, Mo. 

The Mountain States Tel. and Tel. Co.Denver, Colo. 

The Pacific Tel. and Tel. Co. San Francisco, Cal. 

Bell Tel. Co. of Nevada. San Francisco, Cal. 

Southern California Tel. Co. Los Angeles, Cal. 

Note: During 1942 The Tri-State Tel. and Tel. Co. and the Dakota Central Tel. Co. were 
merged with the Northwestern Bell Tel. Co. and the Christian-Todd Tel. Co. was merged 
with the Southern Bell Tel. and Tel. Co. _ 

w 

II. Principal Subsidiaries of Bell System Companies—Not Consolidated (a). 

Western Electric Company, Inc.New York, N. Y. 

Weco Corporation.New York, N. Y. 

Nassau Smelting & Refining Co., Inc.New York, N. Y. 

Teletype Corporation.Chicago, Ill. 

Bell Telephone Laboratories, Inc. New York, N. Y. 

195 Broadway Corporation. New York, N. Y. 

Empire City Subway Co., Ltd. (b). New York, N. Y. 

III. Non-controlled Telephone Companies which have License Contract 
Arrangements with American Telephone and Telegraph Company. 

The Southern New England Tel. Co. New Haven, Conn. 

The Cincinnati and Suburban Bell Tel. Co.Cincinnati, Ohio 

The Bell Tel. Co. of Canada.Montreal, Quebec 

(a) Subsidiaries are indented under the controlling company. 

(b) Subsidiary of New York Tel. Co. 
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BELL SYSTEM FINANCIAL STATEMENTS 

The Bell System Financial Statements which follow on pages 28 to 32 , inclusive, 
consolidate the accounts of the American Telephone and Telegraph Company and 
its principal telephone subsidiaries listed on page 26 , Section I. The subsidiaries 
so consolidated comprise all telephone companies having total assets in excess of 
$1,000,000 each in which the American Telephone and Telegraph Company has a 
majority interest, i.e., in which it owns, directly or indirectly, securities representing 
more than 50 % of the voting power. The proportionate interest of the companies 
consolidated in majority-owned subsidiaries not consolidated, including Western 
Electric Company, Inc., is included in the Consolidated Balance Sheet in the aggre¬ 
gate of the equities applicable thereto as computed from the accounts of these sub¬ 
sidiaries and the proportionate interest in their earnings for the year is included in 
“Other Income” in the Consolidated Income Statement. 

The companies consolidated have for many years maintained their accounts in 
accordance with Uniform Systems of Accounts prescribed for telephone companies 
by Federal authorities. The System of Accounts now in use was prescribed by the 
Federal Communications Commission, effective January 1, 1937 . 

Telephone Plant is shown in the Consolidated Balance Sheet in the aggregate of 
the amounts at which it is carried in the accounts of the individual companies 
consolidated. For the companies in the consolidated group, intercompany security 
holdings, intercompany receivables and payables, and intercompany items of income 
and expense, except minor items which cannot readily be identified, are excluded. 
In the elimination of intercompany security holdings, the difference between the 
aggregate cost of such securities to the companies owning them and the aggregate 
par or stated value of such securities has been applied to reduce the combined surplus 
accounts of the companies consolidated. 

Most of the telephone equipment, apparatus and materials used by the companies 
consolidated has been manufactured or procured for them by Western Electric Com¬ 
pany, Inc., under contracts providing that the prices paid shall be as low as Western 
Electric Company’s prices to its most favored customers for like materials and services 
under comparable conditions. These items have been entered in the accounts of the 
telephone companies at cost to them and are included in these consolidated Finan¬ 
cial Statements at such cost. This cost includes the return realized by Western 
Electric Company on its investment devoted to this business. 

In the course of rearranging operating territories or properties, there have been over 
the years, sales of plant between companies whose accounts are consolidated herein. 
Certain of these sales (relatively small in amount as compared with total plant) were 
made at prices which resulted at the time of sale in direct credits to the Surplus 
accounts of the selling companies, but only such portions of these credits remain 
in Consolidated Surplus as have not been offset by charges for depreciation or 
amortization, or otherwise. 
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BELL SYSTEM FINANCIAL STATEMENTS 

(American Telephone and Telegraph Company and its Principal Telephone Subsidiaries) 

Consolidated Balance Sheet 


ASSETS 


Plant and Other Investments 

Telephone Plant (a)__ 

At December 31, 1942 this property was classified in 
the accounts of the companies as follows: 

Telephone Plant in Service_$5,226,115,294 

Telephone Plant under Construction_ 39,093,547 

Property Held for Future Telephone Use 12,993,401 
Telephone Plant Acquisition Adjustment 18,456,115 

Miscellaneous Physical Property_ 

Investments in Subsidiaries not consolidated (b)_ 

Equities in majority-owned Subsidiaries not consolidated 

in excess of investments therein (c)_. 

Other Investments (d)_ 

Principally in noil-controlled telephone companies _ 

Sinking Funds_ 

Total Plant and Other Investments_ 

Current Assets 

Cash _____ 

Temporary Cash Investments___ 

Includes in 1942 , $ 89 , 424,328 U. S. Treasury Tax 
Notes; also $69,156,596 other U. S. Government 
obligations, market value $ 69,152,000. 

Special Cash Deposits__ 

Includes in 1942 , $4,088,672 installments on War 
Savings Bond subscriptions of employees; also $574,312 
“blocked” dividends and proceeds from rights. 

Current Receivables (e)_ 

Amounts due for service (less reserves amounting to 
$2,342,795 at December 31, 1942), working advances, 
interest and dividends receivable, etc. 

Material and Supplies_ 

Principally for construction and maintenance purposes. 

Total Current Assets______ 

Deferred Debits 

Unamortized Debt Discount and Expense_ 

After deduction of unamortized premium. 

Prepayments of Rents, Taxes, Directory Expenses, etc_ 

Other Deferred Debits_ 

Includes in 1942 the $4,312,688 Excess Profits Tax 
credit for which U. S. bonds will be received; also 
items the final disposition of which has not been 
determined. 

Total Deferred Debits____ 

Total Assets_ 


For explanatory notes (a) to (g), inclusive, see page 32. 


December 31 

December 31 

1942 

1941 

$5,296,658,357 

$5,047,880,351 


11,175,294 

205,984,975 

18,403,154 

205,521,331 

26,732,421 

63,073,804 

24,684,061 

61,578,707 

575,000 

575,000 

$5,604,199,851 

$5,358,642,604 

$ 53,737,349 

158,581,924 

$ 103,264,756 
189,501,976 

6,653,756 

8,851,189 

177,275,930 

138,922,572 

58,449,505 

65,634,330 

$ 454,698,464 

$ 506,174,823 

$ 8,685,562 

$ 8,439,377 

13,679,087 

11,434,873 

13,225,387 

7,283,728 

$ 33,799,522 

$ 28,948,492 

$6,092,697,837 

$5,893,765,919 
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BELL SYSTEM FINANCIAL STATEMENTS 

(American Telephone and Telegraph Company and its Principal T elephone Subsidiaries) 
Consolidated Balance Sheet—Continued 


LIABILITIES 

December 31 December 31 

Capital Stock (see page 38 ) 1942 1941 

American Telephone and Telegraph Company: _ ,_ 

Capital Stock (common)-$1,868,679,400 $1,868,679,400 

Premiums on Capital Stock- 269,975,028 269,975,028 

Amount received in excess of par value . 

Subsidiaries Consolidated: 

Common Stocks held by public--— 88,588,000 86,439,750 

Preferred Stocks held by public- 17,904,300 17,907,950 

Total Capital Stock -$2,245,146,728 $2,243,002,128 


Funded Debt (see page 38 ) 

American Telephone and Telegraph Company-$ 798,584,900 $ 798,584,900 

Subsidiaries Consolidated (f)- 618,568,000 584,568,000 

Total Funded Debt _$1,417,152,900 $1,383,152,900 

Notes Sold to Trustee of Pension Funds (g) 

American Telephone and Telegraph Company- -$ 6,146,963 

Subsidiaries Consolidated_$ 81,902,938 91,829,652 

Total Notes _$ 81,902,938 $ 97,976,615 


Current and Accrued Liabilities 

Accounts Payable (e)_$ 61,728,671 $ 88,083,959 

Advance billing for service and customers' deposits- 29,874,131 27,613,629 

Dividends payable after close of year- 42,539,049 42,538,940 

Other current liabilities_ 11,335,536 14,215,435 

Taxes accrued_ 250,969,925 158,654,857 

Interest accrued - 12,058,108 11,350,713 

Total Current and Accrued Liabilities -$ 408,505,420 $ 342,457,533 

Deferred Credits -$ 4,656,990 $ 2,810,455 

Depreciation and Amortization Reserves- $1,560,216,257 $1,444,262,051 

Provision to meet loss of investment in Telephone Plant 
upon its ultimate retirement from service. 

Contributions of Telephone Plant - $ 689,977 - 

Surplus applicable to Stocks of Subsidiaries con¬ 
solidated held by public- $ 3,893,070 $ 4,196,391 

Includes in 1942 , $ 163,133 reservation in respect of 


Surplus Applicable to Stock of A. T. & T. Co. 


Includes reservation by American Tel. and Tel. Co. 


of $ 6 o y 8 iy r y^y against general contingencies; also 
reservations (in 1942 ) in respect of the unused Excess 
Profits Tax credit aggregating $ 4 , 149 , 653 . 

Unappropriated Surplus (see page 31 )- -305,031,711 _313,985,277 

Total Reserved and Unappropriated Surplus $ 370,533,557 $ 375,907,846 

Total Liabilities* _ $6^092^97337 $5,893,765,919 

C. A. HEISS, Comptroller. 

* For statement as to certain contingent liabilities see note (h) on page 32. 
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BELL SYSTEM FINANCIAL STATEMENTS 


(American Telephone and Telegraph Company and its Principal Telephone Subsidiaries) 

Consolidated Income Statement 


Operating Revenues 

Local Service Revenues_ 

Revenues from local exchange service. 

Toll Service Revenues__ 

Revenues from long distance and local toll service. 

Miscellaneous Revenues ___ 

Revenues derived from directory advertising, rents and 
miscellaneous sources. 

Less: Uncollectible Operating Revenues_ 

Provision for revenues which may be uncollectible. 

Total Operating Revenues (i)_ 

Operating Expenses 

Current Maintenance__ 

Cost of inspection, repairs and rearrangements required 
to keep the plant and equipment in good operating 
condition. 

Depreciation and Amortization Expense_____ 

Provision to meet loss of investment when depreciable 
property is retired from service, based on rates designed 
to spread this loss of investment uniformly over the 
service life of the property. Such provision represented 
approximately 3.9% of average investment in depreci¬ 
able plant in service. 

Traffic Expenses_ 

Costs incurred in the handling of messages, principally 
operators’ wages. 

Commercial Expenses ___ 

Costs incurred in business relations with customers; pay 
station commissions; also the cost of directories, sales 
activities, advertising, etc. 

Operating Rents ___ 

Rents for the use of buildings, poles, conduits and 
other facilities. 

General and Miscellaneous Expenses: 

General Administration_ 

Accounting and Treasury Departments_ 

Development and Research (j)_ 

Provision for Employees’ Service Pensions (k)_ 

Employees’ Sickness, Accident, Death and Other Benefits 

Other General Expenses___ 

Less: Expenses Charged Construction_ 

Total Operating Expenses_ 

Net Operating Revenues (carried forward) _ 

For explanatory notes (i) to (m), inclusive, see page 32. 


Year 1942 


$ 895,971,345 


534,852,910 


42,899,237 


4,460,276 


$1,469,263,216 


$ 269,346,654 


186,515,933 


236,935,531 


104,591,305 


14,221,243 


15,392,485 
49,483,123 
5,957,232 
23,072,329 
15,129,304 
20,950,462 
_8,902,821 

$ 932,692,780 


$ 536,570,436 


Year 1941 


$ 846,313,265 


416,798,828 


39,843,474 


4,266,671 


$1,298,688,896 


$ 252,581,023 


173,078,652 


196,401,075 


96,921,028 


13,538,554 


14,628,593 

44,463,143 

8,847,239 

22,194,068 

11,120,922 

14,370,623 

9,508,015 

$ 838,636,905 


$ 460,051,991 
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BELL SYSTEM FINANCIAL STATEMENTS 


(American Telephone and Telegraph Company and its Principal Telephone Subsidiaries) 


Consolidated Income Statement—Continued 


Net Operating Revenues (brought forward )— 

Operating Taxes 

Federal Income-—- 

Federal Excess Profits-$99,287,096 

Less: Excess Profits Tax credit (1942) (1) 9,943,584 

Other—Principally State, local and Social Security- 

Total Operating Taxes_ 

Net Operating Income- 

Other Income 

Dividends from subsidiaries not consolidated- 

Dividends from other companies_ 

Proportionate interest in earnings (after dividends) of 

majority-owned subsidiaries not consolidated- 

Miscellaneous income- 

Less: Miscellaneous deductions from income (k)- 

Income Available for Fixed Charges- 

Interest Deductions -. . —- 

Amortization of Debt Discount and Expense and 

other Fixed Charges- 

Net Income - - — 

Net Income Reserved ( m )- 

Balance -—-- 

Applicable to Stocks of Subsidiaries Consolidated 
held by Public 

Preferred Stocks. .. . 

Common Stocks- 

Applicable to A. T. & T. Co. Stock*- 



Year 1942 


Year 1941 

$ 

536,570,436 

$ 

460,051,991 

$ 

101,227,794 

$ 

83,399,178 


89,343,512 


22,869,350 


129,981,748 


124,571,781 

$ 

320,553,054 

$ 

230,840,309 

$ 

216,017,382 

$ 

229,211,682 

$ 

7,852,499 

$ 

19,716,682 


3,694,703 


3,842,994 


1,569,933 


333,024 


6,071,607 


5,744,223 


13,065,359 


10,379,411 

$ 

222,140,765 

$ 

248,469,194 

$ 

50,687,976 

$ 

48,340,712 


581,988 


667,677 

$ 

170,870,801 

$ 

199,460,805 


4,312,786 



? 

166,558,015 

$ 

199,460,805 

$ 

1,074,258 

$ 

1,453,477 


5,313,664 


6,236,634 

S 

160,170,093 

$ 

191,770,694 


* Equivalent to $8.57 per share in 1942, after reservation of Net Income. Before such reserva¬ 
tion Net Income applicable to A. T. & T. Co. stock was $164,319,746 or $8.79 per share, 
compared with $10.26 in 1941. 


Analysis of Consolidated Unappropriated Surplus Applicable to American 
Telephone and Telegraph Company Stock—Year 1942 


Balance Unappropriated Surplus— December 31, 1941- $ 313,985,277 

Net Income (after reservation) applicable to American Tel. and Tel. Co. Stock 160,170,093 

Increase in Telephone Plant Acquisition Adjustment through merger of properties 5,833,423 

Miscellaneous Additions- 1,463,010 


Total _$ 481,451,803 


Dividends on American Tel. and Tel. Co. Stock- $ 168,181,146 

Reduction in book value and losses on sale of property-4,917,414 

Abandoned projects, Capital Stock expense and Telephone Plant Acquisition 

Adjustment—written off- 2,115,321 

Miscellaneous Deductions-—--- - 1,206,211 


Total 


_ $ 176,420,092 


Balance Unappropriated Surplus—December 31, 1942 


$ 305,031,711 


C. A. HEISS, Comptroller. 
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NOTES TO BELL SYSTEM FINANCIAL STATEMENTS 

(a) Comprised of land and buildings, rights of way, poles, wire cable, underground conduit, 
switchboards, telephones, vehicles, furniture, etc. The Uniform System of Accounts for Tele¬ 
phone Companies prescribed by the Federal Communications Commission requires, with certain 
exceptions, that the accounts, ‘Telephone Plant in Service,” “Telpehone Plant under Construc¬ 
tion” and “Property Held for Future Telephone Use” show the original cost of property at the 
time of its first dedication to the public use, whether by the accounting company or by a 
predecessor owner. The total shown for Telephone Plant, which includes the three accounts 
above mentioned and the amount classified as “Telephone Plant Acquisition Adjustment,” 
represents substantially the cost of the plant to the individual companies. Expenditures for 
patents have been charged off as incurred and thus are not included in the asset accounts. 

(b) These investments are, w'ith minor exceptions, stated at cost. On December 31, 1942, 
securities included herein at $33,106,694 were pledged under certain bond indentures. 

(c) This item represents the net amount by which the interest of the companies consolidated 
in majority-owned subsidiaries not consolidated (as computed from the accounts of such sub¬ 
sidiaries) exceeds their investment therein. 

(d) Stated at cost, except for items carried at depreciated or nominal values. Securities included 
herein at $1,272,271 on December 31, 1942 were pledged under certain bond indentures. 

(e) At December 31, 1942, Current Receivables and Accounts Payable include respectively 
$288,169 and $4,355,831, representing accounts with subsidiaries not consolidated. 

(f) Includes at December 31, 1942, $1,000,000 maturing in 1943. 

(g) 4% demand notes held by Trustee as an investment of pension funds not presently 
required to meet pension payments. Under present arrangements with the Trustee, the com¬ 
panies expect to retire approximately $6,800,000 of these notes during 1943. 

(h) The Consolidated Financial Statements contain no specific provision in respect of pending 
litigation in which certain of the companies are defendants involving claims for substantial 
amounts since it is the opinion of counsel for the companies that it is improbable that the 
claims thereunder can be sustained, nor for certain claims for taxes under local or State laws as 
to which the companies concerned deny liability. 

(i) Revenues shown include relatively minor amounts subject to possible refund. 

(j) Cost of development and research work carried on in behalf of the American Telephone 
and Telegraph Company by Bell Telephone Laboratories. 

(k) The total provision for employees' service pensions amounted to $33,616,063 for 1942 and 
$30,404,179 for 1941, of which amounts $10,543,734 for 1942 and $8,210,111 for 1941 were 
charged under protest to Miscellaneous Deductions from Income. The companies consider 
that these latter amounts should properly have been included in Operating Expenses but are not 
permitted to do so by the Federal Communications Commission. 

(l) Of the Excess Profits Tax credit, there has been used through the retirement of debt 
$5,630,896, reducing the Excess Profits lax to be paid for 1942 to $93,656,200. For the unused 
portion of the credit ($4,312,688), the companies will receive non-interest bearing U. S. Bonds 
non-negotiable until the date of the cessation of hostilities in the present war. 

(m) Reservation of Net Income in respect of the unused Excess Profits Tax credit. 
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CERTIFICATE OF AUDIT 


New York, N. Y„ February 17, 1943. 


To the Stockholders of American Telephone 

and Telegraph Company: 

We have examined the balance sheet of American Telephone and Telegraph 
Company as at December 31, 1942, the consolidated balance sheet of the 
company and its principal majority-owned telephone subsidiaries as at December 
31, 1942, and the related income statements for the year then ended, have 
reviewed the systems of internal control and the accounting procedures of the 
company and its subsidiaries consolidated and, without making a detailed audit 
of the transactions, have examined or tested accounting records of the companies 
and other supporting evidence, by methods and to the extent we deemed ap¬ 
propriate. Our examination was made in accordance with generally accepted 
auditing standards applicable in the circumstances and included all procedures 
which we considered necessary. 

Examinations of similar scope have been made by us of the balance sheets as 
at December 31, 1942 and of the statements of income and surplus for the year 
1942 of the principal majority-owned nonconsolidated subsidiaries of American 
Telephone and Telegraph Company, except Western Electric Company, Incor¬ 
porated, and its subsidiaries, and we have reviewed accounting reports for the 
year 1942 rendered to American Telephone and Telegraph Company by all 
other majority-owned nonconsolidated subsidiaries. The consolidated balance 
sheet of Western Electric Company, Incorporated, and its 100% directly-owned 
subsidiaries as at December 31, 1942 and the consolidated statements of income 
and surplus of these companies for the year 1942, with certificate of examination 
thereof by other independent accountants, have been furnished to us. 

Reference is made to Note (c) to the accompanying income statement of 
American Telephone and Telegraph Company and to Note (k) to the accom¬ 
panying consolidated income statement regarding the inclusion as a miscellane¬ 
ous deduction from income of a portion of the provision made during the year 
for employees’ service pensions. We concur in the opinion of the companies, 
expressed in such notes, that properly such items constitute operating expense. 

With the explanation appearing in the immediately preceding paragraph, in 
our opinion, the financial statements (pages 34 to 37) and the consolidated 
financial statements (pages 27 to 32) present fairly the position at December 
31, 1942 and the results of operations for the year 1942 of American Telephone 
and Telegraph Company and the consolidated position at December 31, 1942 
and the consolidated results of operations for the year 1942 of the company and 
its principal majority-owned telephone subsidiaries, in conformity with generally 
accepted accounting principles applied on a basis consistent with that of the 
preceding year. 

Lybrand, Ross Bros. & Montgomery 
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY 

Balance Sheet 
ASSETS 


Plant and Other Investments 

Telephone Plant (a)_ 

At December 31 , 1942 this property was classified in 
the accounts as follows: 

Telephone Plant in Service..„„$ 516,349,872 

Telephone Plant under Construction. .. 14,038,615 

Property Held for Future Telephone Use 586,940 

Telephone Plant Acquisition Adjustment 1,322,406 

Investments in Subsidiaries (b)_ 

Stocks- $2,559,826,634 

Notes and Advances_ 125,172,704 

Other Investments (b)_ 

Stocks-$ 42,421,036 

Notes- 7,084,602 

Miscellaneous Physical Property_ 31,051 

Total Plant and Other Investments_ 

Current Assets 

Cash ......... 

Temporary Cash Investments__ 

Includes in 1 942 , $ 75 , 927,800 U. S. Treasury Tax 
Notes for use by the Company and its subsidiaries 
in payment of Federal taxes; also $ 69 , 156,596 other U. 
S. Government obligations, market value $ 69 , 152 , 000 . 

Special Cash Deposits_ 

Includes in 1942 , $ 374,773 installments on War Sav¬ 
ings Bond subscriptions of employees; also $ 571,222 
“blocked” dividends and proceeds from rights. 

Current Receivables_ 

Amounts due for service (less reserve amounting to 
$45> 2 35 December 31 , 1942 ), working advances, 
interest and dividends receivable, etc. Also includes 
in 1942 , $ 29 , 733,724 receivable from subsidiaries. 

Material and Supplies___ 

Principally for construction and maintenance purposes. 

Total Current Assets_ 

Deferred Debits 

Unamortized Debt Discount and Expense_ 

After deduction of unamortized premium. 

Other Deferred Debits_ 

Includes the Excess Profits Tax credit of $ 1 , 945,000 
(in 1 942 ) for which U. S. bonds will be received; 
also prepayments, and items the final disposition of 
which has not been determined. 

Total Deferred Debits_ 

Total Assets_ 


December 31 

. 2 94 2 

$ 532,297,833 

December 51 
2 94 2 

$ 487,872,854 

2,684,999,338 

2,609,786,531 

49,536,689 

47,626,467 

$3,266,833,860 

$3,145,285,852 

$ 18,703,481 

145,084,396 

$ 74,925,871 

189,492,576 

1,444,979 

6,654,134 

37,311,155 

18,183,208 

5,493,343 

6,113,835 

$ 208,037,354 

$ 295,369,624 

$ 2,461,701 

$ 2,368,532 

4,088,212 

2,701,982 

$ 6,549,913 

$ 5,070,514 


$3,481,421,127 $3,445,725,990 




















































AMERICAN TELEPHONE AND TELEGRAPH COMPANY 

Balance Sheet—Continued 
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LIABILITIES 


Capital Stock 

Common Stock—par value ($100 per share)- 

Authorized, 25 , 000,000 shares; outstanding, 18 , 686,7 94 
shares (c). 

Premiums on Capital Stock- 

Amount received in excess of par value. 

Total Capital Stock_ 

Funded Debt (see page 38 )- 

Note Sold to Trustee of Pension Fund (d) - 

Current and Accrued Liabilities 

Dividend Payable after close of year- 

Accounts Payable-—— - 

Includes in 1942 , $ 679,405 payable to subsidiaries. 

Taxes Accrued- 

Interest Accrued- 

Total Current and Accrued Liabilities- 

Deferred Credits- 

Depreciation and Amortization Reserves- 

Provision to meet loss of investment in Telephone Plant 
upon its ultimate retirement from service. 

Surplus 

Surplus Reserved- 

Includes $ 60 , 817,757 reserved against general con¬ 
tingencies; and (in 1942 ) $ 1 , 945,000 reserved in the 
amount of the unused Excess Profits Tax credit. 

Unappropriated Surplus (see page 3 6 ) - 

Total Reserved and Unappropriated Surplus 
Total Liabilities_ 


December 31 
1942 

$1,868,679,400 

269,975,028 

December 31 
1941 

$1,868,679,400 

269,975,028 

$2,138,654,428 

$2,138,654,428 

$ 798,584,900 

$ 

798,584,900 


$ 

6,146,963 

$ 42,045,287 

$ 

42,045,287 

7,060,297 


17,743,428 

65,594,745 


23,354,736 

5,147,640 


5,211,980 

$ 119,847,969 

$ 

88,355,431 

$ 1,458,967 

$ 

634,632 

$ 169,156,738 

$ 

154,416,398 


$ 62,762,757 

$ 60,817,757 

190,955,368 

198,115,481 

$ 253,718,125 

$ 258,933,238 

$3,481,421,127 

$3,445,725,990 


(a) For note (a) see page 32. 

(b) For detailed list of investments in securities see page 37. Securities are carried at cost. 

(c) Of the authorized and unissued capital stock, 2,335,849 shares are reserved for issuance upon 
conversion of the $233,584,900 of Fifteen Year 3% Convertible Debenture Bonds, Due September 
1, 1956 (convertible on or before December 31, 1954 unless previously called for redemption), at 
$140 per share, the conversion price being subject to adjustment as provided in the Indenture. 

(d) This note held by Trustee as an investment of pension funds was retired in 1942. 

C. A. HEISS, Comptroller. 
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


Income Statement 


Operating Revenues Year 1942 

Toll Service Revenues_$174,723,847 

Message tolls and private line service revenues. 

License Contract Revenues_ 18,991,700 

Received for services furnished telephone companies. 

Miscellaneous Revenues___ 6,644,643 

Less: Uncollectible Operating Revenues__ 919,000 

Total Operating Revenues_ $199,441,190 

Operating Expenses (a) 

Current Maintenance_ $ 25,649,289 

Depreciation and Amortization Expense_ 19,937,509 

Traffic Expenses- 16,335,664 

Commercial Expenses_._ 3,127,409 

Operating Rents-1- 14,111 *264 

General Administration_ 6,409,060 

Accounting and Treasury Expenses___ 4,223,424 

Development and Research (b)__ 5^957*232 

Provision for Employees' Service Pensions (c)_ 1,593,241 

Employees' Sickness, Accident, Death and Other Benefits 1*094,303 

Other General Expenses_ 2,666^027 

Less: Expenses Charged Construction.™_ 618,990 

Total Operating Expenses_ $100,485,432 

Net Operating Revenues_ $ 98,955,758 

Operating Taxes 

Federal Income---$ 18,776,000 

Federal Excess Profits___$44,520,000 

Less: Excess Profits Tax credit (1942) (d) 4,452,000 40,068,000 

Other—principally State, local and Social Security 8,973,867 

Total Operating Taxes™_ $ 67,817,867 

Net Operating Income_$ 31,137,891 

Dividend Income - 149,049,318 

Interest Income - 6,858,372 

Miscellaneous Income_ _ 1,501,629 

Less: Miscellaneous Deductions from Income (c)_ 964,461 

Total Income-$187,582,749 

Interest Deductions_ 24,441,550 

Amortization of Debt Discount and Expense—net 107,305 

Net Income (e)-$163,033,894 

Net Income Reserved (d)- 1,945,000 

Balance Net Income (after reservation)*_ $161,088,894 


Year 3941 
$125,295,721 

17,312,916 

5,249,643 

804,396 

$147,053,884 


$ 22,882,812 
18,039,334 
10,827,545 
3,234,335 
12,587,573 
6,068,698 
4,170,552 
8,847,239 
1,393,603 
723,772 
2,207,590 
644,267 

$ 90,338,786 
$ 56,715,098 


$ 18,765,218 


_ 8,0 78,716 
$ 26, 843,934 
$ 29,871,164 
169,759,381 
9,668,134 
919,427 

_868,204 

$209,349,902 

22,210,745 

164,422 

$186,974,735 


$186,974,735 


* Equivalent to $8.62 per share in 1942. Before such reservation, Net Income was $163 033 - 
894 or $8.72 per share, compared with $10.01 in 1941. 

For notes (a) to (e), inclusive, see page 37. 


Analysis of Unappropriated Surplus of American Telephone 


and Telegraph Company—Year 1942 

Balance Unappropriated Surplus—December 31, 1941__ $ 198,115,481 

Net Income (after reservation) ___161088 894 

Miscellaneous additions______ 9 17 773 

Total -$ 359,222,153 

Dividends declared ..._ $ 168,181,146 

Miscellaneous deductions ____ __ 85 639 

Total - $ 168,266,785 

Balance Unappropriated Surplus—December 31, 1942_ $ 190,955,368 


C. A. I1EISS, Comptroller. 
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY 

Notes to Income Statement 

(a) Incurred principally in connection with the Company’s long distance communication services 
and in the performance of License Contract services furnished telephone companies. 

(b) Cost of development and research work carried on in behalf of the Company by Bell Tele¬ 
phone Laboratories. 

(c) Provision for employees’ service pensions amounted to $2,178,157 for 1942 and $1,973,954 for 
1941, of which amounts $584,916 for 1942 and $580,351 for 1941 were charged under protest to 
Miscellaneous Deductions from Income. The Company considers that these latter amounts should 
properly have been included in Operating Expenses but is not permitted to do so by the Federal 
Communications Commission. 

(d) Of the Excess Profits Tax credit for 1942 $2,507,000 has been used currently through retire¬ 
ment of debt. Net Income in the amount of the unused portion of this credit has been reserved. 

(e) Net Income for 1942 (before reservation) was less by $1,285,852 than the Company’s propor¬ 
tion of the 1942 consolidated Bell System Net Income. 


Investments in Stocks, Notes and Advances— December 31,1942 


Subsidiary Companies 

New England Tel. & Tel. Co.- 

New York Tel. Co.- 

New Jersey Bell Tel. Co.- 

Bell Tel. Co. of Pennsylvania- 

Diamond State Tel. Co.. 

Chesapeake & Potomac Tel. Co.- 

Chesapeake & PotomacTel. Co. of Balt. City 
Chesapeake & Potomac Tel. Co. of Va... 
Chesapeake & PotomacTel. Co. of W. Va. 

Southern Bell Tel. & lei. Co. - 

Ohio Bell Tel. Co.- 

Michigan Bell Tel. Co.- 

Indiana Bell Tel. Co.- 

Wisconsin Tel. Co. - 

Illinois Bell Tel. Co.- 

Northwestern Bell Tel. Co.- 

Southwestern Bell Tel. Co.- 

Mountain States Tel. & Tel. Co.- 

Pacific Tel. & Tel. Co.-Common- 

Pacific Tel. & Tel. Co.-Preferred- 

Bell Telephone Laboratories, Inc.- 

Western Electric Co., Inc. (no par value) 

195 Broadway Corporation- 

Eastern Tel. & Tel. Co. (Canada)- 

Total Book Value- 

Other Companies 

Southern New England Tel. Co.- 

Cincinnati & Suburban Bell Tel. Co- 

Bell Telephone Company of Canada_ 

Cuban American Tel. & Tel. Co.-Common 
Cuban American Tel. & Tel. Co.-Preferred 

Miscellaneous_ 

Total Book Value_ 


Notes and 


Capital Stocks (a) 


Advances 

Par Value °) y 

o of Total 

Book Value 


of Holdings Outstanding 

(Cost) 

Face Value 

$107,214,200 

68.92 $ 

112,165,721 


421,300,000 

100.00 

444,280,335 


140,000,000 

100.00 

153,667,184 ! 

f 3,150,000 

130,000,000 

100.00 

136,316,050 

- 

7 ,000,000 

100.00 

7,700,000 

135,000 

50,000,000 

100.00 

51,000,000 

9,150,000 

50,000,000 

100.00 

51,467,862 

8,475,000 

40,000,000 

100.00 

40,000,000 

12,850,000 

19,000,000 

100.00 

19,000,000 

4,550,000 

175,000,000 

100.00 

176,817,298 

1,500,000 

159,999,700 

99.99 

160,041,998 

6 ,000,000 

159,989,000 

99.99 

160,401,232 

1,600,000 

40,999,100 

99.99 

41,585,586 

3,924,829 

47,200,000 

100.00 

50,423,835 


161,372,900 

99.31 

166,853,699 

8,800,000 

125,000,000 

100.00 

126,039,490 

2,677,875 

182,998,900 

99.99 

186,251,978 

11,550,000 

35,187,500 

73.23 

36,592,463 

13,425,000 

219,894,500 

89.34 

215,552,684 

35,200,000 

64,095,700 

78.17 

55,999,180 


5,750,000 

(b) 50.00 

5,750,000 


(c) 5,967,671 

99.46 

144,330,039 


17,500,000 

100.00 

17,515,000 

2,185,000 

75,000 

100.00 

75,000 

— 


.... .$2,559,826,634 

$125,172,704 

$ 13,337,400 

33.34 $ 

13,649,213 

$ 6,600,000 

8,986,100 

29.73 

9,549,540 


18,749,800 

22.27 

18,854,783 


432,500 

50.00 

162,500 

. 

205,000 

50.00 

205,000 

-- 


484,602 


$ 42,421,036 $ 7,084,602 


(a) Common stocks except as otherwise indicated. 

(b) Remaining 50% owned by Western Electric Company, Inc. 

(c) Number of shares. 


t 
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Increase (a) 

Par Value 

During Year 

$1,868,679,400 


48,355,900 

$ 2,072,200 

1,126,100 

77,800 

12,862,200 


26,230,500 


13,300 

1,750 

$1,957,267,400 

$ 2,148,250 


$ 3,650 

$ 17,904,300 



3,650 


BELL SYSTEM 

Stocks, Bonds and Notes Outstanding December 31 , 1942 

Inter-Company Holdings Excluded 

Common Stock 

American Telephone and Telegraph Company_ 

New England Telephone and Telegraph Company_ 

Illinois Bell Telephone Company_ 

Mountain States Telephone and Telegraph Company_ 

Pacific Telephone and Telegraph Company_ 

Other Principal Telephone Subsidiaries_ 

Total Common Stock_ 

Preferred Stock 

Christian-Todd Telephone Company 6 % _ 

Pacific Telephone and Telegraph Company 6 %_ 

Total Preferred Stocks_ 

Bonds and Notes 

American Telephone and Telegraph Company: 

Fifteen Year Convertible Debenture 3s, 1956_ 

Twenty-Five Year Debenture 3 V4s, 1961_ 

Thirty Year Debenture 354s, 1966_ 

Thirty Year Debenture 2^4s, 1970_ 

Thirty-Five Year Debenture 254 s, 1976_ 

New England Telephone and Telegraph Company: 

First Mortgage 5s, 1952, Series A_ 

First Mortgage 4Vis, 1961, Series B_ 

First Mortgage 354s, 1968, Series C_ 

New York Telephone Company: 

Refunding Mortgage 354 s, 1967, Series B_ 

Refunding Mortgage 3s, 1964, Series C_ 

Bell Telephone Company of Pennsylvania: (b) 

First and Refunding Mortgage 5s, 1948, Series B_ 

First and Refunding Mortgage 5s, 1960, Series C_ 

First and Refunding Mortgage 254 s, 1976, Series D_ 

Diamond State Telephone Company: 

Thirty Year Debenture 3s, 1968_ 

Chesapeake and Potomac Telephone Company of Virginia: 

Serial Note 2%, Maturing 1943_ 

Southern Bell Telephone and Telegraph Company: 

Twenty-Five Year Debenture 354s, 1962_ 45,000,000 _ 

Thirty-Year Debenture 254s, 1972_ 35,000,000 35,000,000 

Forty Year Debenture 3s, 1979_ 25,000,000 _ 

Illinois Bell Telephone Company: 

First Mortgage 254 s, 1981, Series A_ 50,000,000 _ 

Southwestern Bell Telephone Company: 

First and Refunding Mortgage 3 Vis, 1964, Series B_ 45,000,000 _ 

First and Refunding Mortgage 3s, 1968, Series C_ 30,000,000 

Mountain States Telephone and Telegraph Company: 

Thirty Year Debenture 354s, 1968_ 30,000,000 _ 

Pacific Telephone and Telegraph Company: 

Refunding Mortgage 354s, 1966, Series B___ 29,652,000 _ 

Refunding Mortgage 354s, 1966, Series C__ 24,916,000 _ 

4% Notes Sold to Trustee of Pension Funds (Principally 

Demand)--81,902,938 16,073,677 

Total Bonds and Notes- $1,499,055,838 $ 17,9267323 

(a) Decreases in italics. 

(b) Company issued as of February 1, 1943, $35,000,000 First and Refunding Mortgage 254s, 

1973, Series E. 


$ 17,904,300 $ 


Face Value 

$ 233,584,900 
175,000,000 
160,000,000 
140,000,000 
90,000,000 

35,000,000 

40,000,000 

20,000,000 

25,000,000 

75,000,000 

35,000,000 

50,000,000 

20,000,000 

3,000,000 


1,000,000 $ 1,000,000 
























































































BELL SYSTEM STATISTICS 


39 


8 

re <-• 

H CUD 

o c 

c 

^ 3 

Q 


00 


v0 


oo 



S 


o 

r- 

« 

co 


CO m 


ro 

* 

cm" 


o 

CM 


8 


O 

ro 

O 



o 

CM 

CO 


CM 

o 


rv-N o 

• n* 
On 


00 

ON 

ro 

00 

7" 


Cl 

f>T 


ON 

ON 


o o o o 

8888 
on o" so 
ro o nO O 
ro ro sO ro 

^ o' *■" ON 
to ro oo 



CM 


CM 

O 

ON 

o" 


ro to 

& ON 

Q M 


U7 

NO 

Tf 

CM 

ON 

UN 


00 


ro 

no" 

rC 

r^. 


o 

in 



ro" 





^ ON 


NO 

ON 

CM 

ON 

ro 


CM 

NO 

<N 

r-" 

vo" 

oo" 

00 


CM 



■7- 



NO 

00 

CM 

00 

ro 

CM 

ro 

— 

00 

CM^ 


ro 

oo" 

UN 



CM 


00 


Cl 








U9- 

</»• 

uo- 



ON 

NO 

i"." 

NO 


00 


ON 

r^» 

-t* 

CM 

UN 


UN 

ON 

no" 


o 


ON 

ON 


ro 



ON 

r^» 

cm" 

NO 

ro 


I ! 

Je *2 
r 1 
3 8 


J 8 JS 

“ 6 


3 

Z 


o 

1 


s 

73 


o 

1 

•p 

c u 

•• §1 
8 & 8 a 

*•§ 1 ! 2 -g 

o § S c o 

„ 3 " &H 
g££0 

s 


c 

o 

•.c 

E 

o 

c 

8 


e 

o 

M 

2L 


4> 

CUD 

2 

I 


3 

C 


W) 

c 


e 

cd 

"EL _ 

, . re 


H 


o 

O 


73 

fi 


A H 

I I 


8. 

o 


cx 

E 

o 


J8 

E 

a 

2; 


6 
E 
< 2 


E £ 

3 C/5 

z 


73 J3 
C O 

"IE 

* 

I- 

8 73 


O 

*s 


CuD _ 

c *: 


C 


c 

o 

'E 

8 

i-i 

> 

c 

8 

8 

c 


•■85 | 


c « 
c 45 

8 .S 

© 8 
^ c 
VO o 

*•§. 

re «*-* 

M-> 

O o 

</> b- 


.52 

73 

CUD 

C 

o 

73 

C 

cd 


51 

° i 

■§.§ 
<u ** 


ii’B w 

g»B g 

s| a B 

•§* 2 

e B O 

•s 6 g 

. iJ § 

N « O 

X S' 7= 

0 s C 8 

—.no O 

^ C 
_ re 
ro ^ 


|i 

E 

8 

<$. 

e 

o 


I 

E 

8 

5 

c 

o 


a, 

E 


NO 

o 

IO 

£ 

73 

cd 

JO 

6 

c 


*c 

o 

1 

o 

3 

o 

§ 

4L 


CUD ^ 

2 *-h"w 

gS« 

re > _ l 
O n’S 
Id ^ Ss'e 

SS § W S 

^ jz r 

CUD . rrC ~ ^ 

O- =ooo 

•E g §3 ® c 
8 

e 8 ”-|>I 

ISou 
c O Ot V ^ 
</> a. 

<u re S C 

•Jllg "I 

S=^? w 



•So .S3 

- (0 

re (j •—* on r* 
CUD. > O u . r<\ 4 J 

| EU|g i-i a 
S 8 NO £ <U ° .-3 

73 _ o J= u 73 

l-ij-srl-s 

gW 

~3i§Sg2 



































40 


TRUSTEE'S REPORT OF PENSION TRUST FUND ESTABLISHED 
BY AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


Balance in Fund—December 31, 1941- 

Additions to Fund During 1942— 

Payments into Fund by Company- $2,178,157.00 

Interest Revenue, including gain or loss on invest¬ 
ments disposed of-... 814,326.19 

Total Additions _$2,992,483.19 

Disbursements for Pensions During 1942_ 666,330.09 

Net Increase in Fund_ ' 


Balance in Fund—December 31, 1942 


$ 25,955,476.49 


2,326,153.10 
$ 28,281,629.59 


Comprised of— 

Bonds of Bell Telephone Companies_ 

U. S. Government Obligations_ 

Public Utility, Railroad and Industrial Bonds. 
Cash and accrued interest not due_ 

Total_ 

Note: Securities are shown on amortized basis. 


New York, N. Y.—January 30, 1943. 


$ 8,838,761.20 
7,278,698.26 
5,659,429.60 
6,504,740.53 

$ 28,281,629.59 


Bankers Trust Company, Trustee 

By W. B. Dunckel 
Trust Officer. 


CONSOLIDATED STATEMENT OF PENSION TRUST FUNDS 
ESTABLISHED BY AMERICAN TELEPHONE AND TELEGRAPH 
COMPANY AND ITS PRINCIPAL TELEPHONE SUBSIDIARIES 


Balance in Funds—December 31, 1941 _$255,213,716.59 

Additions to Funds During 1942— 

Payments into Funds by Companies_ $33,616,063.00 

Interest Revenue, including gain or loss on disposal 
of investments and adjustments of book value_ 8,369,597.66 

Total Additions _$41,985,660.66 

Disbursements for Pensions During 1942_ 8,565,462.88 

Net Increase in Funds _ ~ 33,420,197.78 

Balance in Funds—December 31, 1942 -$288,633,914.37 


Comprised of— 

4% Demand Notes of Bell Telephone Companies_ $ 81,902,937.77 

Bonds of Bell Telephone Companies___ 52,084,002.99 

U. S. Government Obligations_ 81,895,925.69 

Public Utility, Railroad and Industrial Bonds_ 50,965,269.75 

Cash and accrued interest not due_ 21,785,778.17 

Total -$288,633,914.37 


Note: Securities are shown on amortized basis. 

We certify that the above consolidated statement of the Pension Trust Funds established by 
the American Telephone and Telegraph Company and its Principal Telephone Subsidiaries, for 
which Funds this company is Trustee, is correct. 

Bankers Trust Company, Trustee 

By W. B. Dunckel 
Trust Officer. 


New York, N. Y.—February 3, 1943. 
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NUMBER OF STOCKHOLDERS 

IN THOUSANDS 
AMERICAN TEL. AND TEL. CO. 


DISTRIBUTION OF STOCKHOLDERS 
BY AMOUNT OF HOLDING -1942 


HOLDING 
11-9* SHARIS 



1900 


1905 


1910 


1915 


1920 1925 

END OF YEAR 


1930 


The number of stockholders of record of the Company on December 31, 1942 was 643,- 
021, as compared with 634,151 at the end of 1941. The average number of shares held per 
stockholder at the end of the year was 29. About 43 per cent of the shares were held by 
women; 28 per cent by men; 5.6 per cent in joint accounts; 22 per cent by trustees, insur¬ 
ance companies, corporations, private firms, etc.; and 1.4 per cent were in the names of 
brokers. No stockholder of record held as much as one-half of one per cent of the total stock 
outstanding. 

There were also at the end of 1942 about 25,500 holders of common stock and 2,700 
holders of preferred stock of the Company's principal telephone subsidiaries. Allowing for 
duplications in these totals, there were about 656,000 owners of stock of the Company and 
its principal telephone subsidiaries. 


100 


LONG-DISTANCE 
TELEPHONE MESSAGES 

IN MILLIONS 

AMERICAN TEL. AND TEL. CO. 


igaiaaglllllll 



1900 1905 1910 1915 1920 1925 1930 1935 1940 1942 
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TOTAL TELEPHONE CONVERSATIONS 

AVERAGE DAILY-IN MILLIONS _ 

BELL SYSTEM 
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TAXES PER TELEPHONE 

IN DOLLARS 
BELL SYSTEM 


TOTAL PLANT INVESTMENT 

IN MILLIONS OF DOLLARS 
BELL SYSTEM 


1920 1925 

END OF YEAR 


1930 
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GROSS PLANT ADDITIONS 

IN MILLIONS OF DOLLARS 
BELL SYSTEM 



NET GAIN 
IN TELEPHONES 

IN THOUSANDS 



USAGE OF LONG-DISTANCE 
TELEPHONE SERVICE 
IN TWO WARS 


OVERSEAS 

TELEPHONE MESSAGES 

IN THOUSANDS 
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REVENUES, EXPENSES 
AND INCOME 

IN MILLIONS OF DOLLARS 
BELL SYSTEM 



1936 


1938 


1940 


1942 


# AMOUNTING IN 1942 TO 3.4X ON MONEY INVESTED IN THE 
•USINESS 1Y SECURITY HOLDERS. 


EMPLOYMENT OF 
MEN AND WOMEN 

IN THOUSANDS OF EMPLOYEES 
BELL SYSTEM* * 



1938 1940 1942 1938 1940 1942 

END OF YEAR 

* INCLUDING WESTERN ELECTRIC CO. AND BELL TEl. LABORATORIES. 


BELL SYSTEM EMPLOYEES 
IN THE ARMED FORCES* 

IN THOUSANDS 


— 30 


— 20 


10 


DEC ♦ JUN OEC ♦ JUN DEC 

1940 1941 1942 

* INCLUDING WESTERN ELECTRIC CO. AND BILL TEL LABORATORIES. 


UNITED STATES 
WAR SAVINGS BONDS 

PAYROLL DEDUCTIONS OF BELL SYSTEM 
EMPLOYEES FOR PURCHASE OF BONDS* 


$77,200,000 


EMPLOYEES 

AUTHORIZING 

DEDUCTIONS 


61,000 

-TSvH 


21,000 

m 







PAYROLL 
DEDUCTIONS 
AUTHORIZED 
(ANNUAL RATE) 


1940 1941 1942 1940 1941 1942 

END OF YEAR 

* INCLUDING WESTERN ELECTRIC CO.AND BELL TEL.LARORATORlES. 
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